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Research-in-Progress: Understanding the Relationship between IT-
Business Strategic Alignment and Firm Performance 
 
Jennifer E. Gerow 




The relationship between IT-business strategic alignment (hereafter referred to as alignment) and firm performance 
has been a topic of great concern to strategy researchers for decades. However, we found no research to date that has 
considered a complete model considering all the links between 6 unique types of alignment and 3 unique types of 
firm performance. The failure to consider a single, omnibus test of this model has resulted in conflicting findings 
and, consequently, an “alignment paradox” where some research finds a positive relationship between alignment and 
firm performance and other research finds a negative relationship. This research-in-progress seeks to theorize these 
relationships for future empirical testing. 
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I'TRODUCTIO' 
Alignment is the degree to which the IT department and business needs, demands, goals, objectives, and/or 
structures are consistent with each other (Nadler and Tushman 1983). Specifically, researchers have examined how 
4 components - business strategy, IT strategy, business infrastructure and processes, and IT infrastructure and 
processes – fit together to help realize the full potential of IT (Henderson and Venkatraman 1993). Given the IT 
department is part of the firm, it may seem counter-intuitive to consider the possibility that alignment will not occur 
between IT and business executives. However, it is not so easy to achieve alignment because IT and non-IT 
employees frequently disagree (Kearns and Sabherwal 2007). As such, alignment has been a top management 
concern in business for over 30 years and has been one of the top-three management issues since 2003 (Luftman and 
Ben-Zvi 2011).  
Researchers have identified 6 unique types of alignment as illustrated by the arrows in Figure 1. These alignment 
types reflect the degree to which the business (i.e. the firm as a whole) and IT align in regard to their strategies and 
infrastructures & processes. The alignment of business and IT strategies is intellectual alignment. The alignment of 
business and IT infrastructures & processes is operational alignment. There are also four types of alignment that 
cross the strategy and infrastructure domains (i.e. cross-domain alignment): business, IT, business strategy-to-IT 
infrastructure, and IT strategy-to-business infrastructure. 
 
Figure 1: Types of Alignment (Adapted from Henderson and Venkatraman 1993) 
Researchers have proposed 4 unique combinations of these different alignment types (Henderson and Venkatraman 
1993): strategy execution, technology transformation, competitive potential, and service level. Strategy execution is 
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where the business strategy impacts the IT infrastructure (business strategy-to-IT infrastructure cross-domain 
alignment) but is constrained by the business infrastructure (business alignment). Technology transformation is 
where the IT infrastructure is affected by the business strategy (business strategy-to-IT infrastructure cross-domain 
alignment) but is constrained by the IT strategy (IT alignment). Competitive potential is where the business 
infrastructure is affected by the IT strategy (IT strategy-to-business infrastructure cross-domain alignment) but is 
constrained by the business strategy (business alignment). Service level is where the IT strategy impacts the business 
infrastructure (IT strategy-to-business infrastructure cross-domain alignment) but is constrained by the IT 
infrastructure (IT alignment).  
Researchers have also identified 3 unique types of performance. Financial performance is the firm's ability to gain 
competitive advantage and higher profits or stock values (Hitt and Brynjolfsson 1996). Productivity is the measure 
of the contribution of various inputs to total outputs (e.g. gross marginal product, gross margin per employee) (Hitt 
and Brynjolfsson 1996). Customer benefit is the total benefit a customer receives from a given purchase (e.g. 
customer satisfaction) (Hitt and Brynjolfsson 1996). 
THEORY 
Technology Transformation versus Competitive Potential and the Firm Performance Relationship 
Firms pursuing technology transformation and competitive potential primarily focus on aligning their IT and 
business strategies (i.e. intellectual alignment). Given this focus, decision makers specifically consider how their 
competitive strategy and strategic IT planning will differentiate their firm from competitors (i.e. a differentiation 
strategy) (Hitt and Brynjolfsson 1996; Porter and Millar 1985; Tallon 2007). In this case, firms take a top-down 
perspective of the organization, which allows them to leverage their business and technologies strategically (Peppard 
and Ward 2004) such that they differentiate themselves from competitors and create a competitive advantage that is 
difficult to replicate (Mithas, Tafti, Bardhan and Goh 2012). Specifically, intellectual alignment focuses on 
deployment of IT to support business strategy in the marketplace, with a primary focus on improving customer 
service and appropriating value from competitors (i.e. the competitive potential perspective) (Heim and Peng 2010; 
Mithas et al. 2012). As a secondary focus, companies may focus on cost as a necessary condition to compete and 
may purchase specialized IT systems as a way of reducing their IT costs (i.e. the technology transformation 
perspective) (Saaksjarvi 2000). Given the ease with which competitors can also purchase similar technologies 
(Mithas et al. 2012), it is more difficult to gain a competitive advantage and to differentiate production processes 
and customer service from the competition with a technology transformation perspective. Since firms focusing on 
intellectual alignment rely more on differentiating their business processes from their competitors and, ultimately, 
capturing monetary value through its strategic initiatives, we argue the technology transformation and competitive 
potential perspectives are more likely to lead to higher levels of profitability and customer satisfaction. We also 
argue the technology transformation perspective will not have the same productivity gains as the competitive 
potential perspective given the ease with which competitors can purchase similar technologies. Hence, we propose:  
H1: A focus on the technology transformation and competitive potential perspectives will be 
positively associated with financial performance. 
H2: A focus on the technology transformation and competitive potential perspectives will be more 
positively associated with customer benefit than other alignment perspectives. 
H3: A focus on the competitive potential perspective will be more positively associated with 
productivity than firms focusing on the technology transformation perspective. 
Strategy Execution versus Service Level and the Firm Performance Relationship 
Firms pursuing strategy execution and service level primarily focus on aligning their IT and business infrastructures 
& processes (i.e. operational alignment). Since operational alignment focuses on allocating resources for operational 
purposes to maximize resource productivity (i.e. a cost strategy) (Chen, Mocker, Preston and Teubner 2010), it 
directs attention to minimizing wasted resources by improving visibility and information flow between employees 
so they can understand both the organizational requirements and the delivery capability of IT (Beard and Sumner 
2004; McAfee 2002). In other words, the firm focuses on its intra-organizational interactions by building a 
technology infrastructure that supports the business infrastructure and key internal processes (Kang, Park and Yang 
2008). In turn, firms may be able to reduce their operating costs, improve the quality of their products and services, 
and support long-term enterprise productivity if they address their operational issues (Benbya and McKelvey 2006). 
Additionally, firms that establish a culture of information sharing and coordination between business functions are 
more likely to align their strategies with their processes since all the stakeholders will have a better understanding of 
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the limitations and capabilities of each department; this may lead to quicker responses to opportunities presented in 
the marketplace (Mithas et al. 2012; Roberts and Grover 2012). Therefore, we posit firms pursuing operational 
alignment will be better positioned to create a competitive advantage (Hooper 2006) through the development of 
greater operational efficiencies (Kang et al. 2008): 
H4: A focus on the strategy execution and service level perspectives will be positively associated 
with financial performance. 
H5: A focus on the strategy execution and service level perspectives will be more positively 
associated with productivity than other alignment perspectives. 
 
PROPOSED METHOD 
We propose administering the survey shown in Table 1 to the Chief Executive Officer employed by firms with over 
$20 million in annual revenues. These respondents should be qualified to address the interaction between the IT and 
business strategies and infrastructures & processes, and the firm size should be sufficient for alignment. The 
required individuals will be contacted by a third-party national market research firm, Research /ow, with a top 
executive panel of almost 4,500 members. 
 
Table 1: Proposed Survey 
Intellectual Alignment (Adapted from Gerow 2011) 
IA1  Our IT strategies support our business strategies. 
IA2 Our IT strategy and business strategy match each other. 
IA3 We adapt our IT strategy to business strategic change. 
IA4 Our IT strategies align with our business's strategic plan 
IA5 We assess the strategic importance of emerging technologies 
IA6 We adapt our IT goals and objectives to our business goals and objectives. 
IA7 
We identify the fit between our IT-related strategic opportunities and our business's strategic 
direction. 
IA8 Our IT strategies and business strategies correspond to each other. 
Operational Alignment (Adapted from Gerow 2011) 
OA1  Our IT processes support our business processes. 
OA2  We adapt our IT processes to our business processes. 
OA3 Our IT processes and business processes match each other. 
OA4 We identify the fit between our IT infrastructure and our business infrastructure. 
OA5 Our IT infrastructure and business infrastructure correspond to each other. 
OA6 Our IT infrastructure aligns with our business infrastructure. 
Cross-Domain Alignment (Business Strategies to IT Infrastructures & Processes) (Adapted from Gerow 2011) 
CABS2ITO1  Our IT processes support our business strategies. 
CABS2ITO2 We adapt our internal IT processes to our business strategies. 
CABS2ITO3 Our business strategies and internal IT processes match each other. 
CABS2ITO4 
We identify the fit between our business-related strategic opportunities and our IT 
infrastructure. 
CABS2ITO5 Our IT infrastructure and business strategies correspond to each other. 
CABS2ITO6 Our IT infrastructure aligns with our business strategies. 
Cross-Domain Alignment (IT Strategies to Business Infrastructures & Processes) (Adapted from Gerow 2011) 
CAITS2BSO1  Our IT strategies support our business processes. 
CAITS2BSO2 We adapt our IT strategies to our internal business processes. 
CAITS2BSO3 Our externally-focused IT strategies and internal business processes match each other. 
CAITS2BSO4 
We identify the fit between our IT-related strategic opportunities and our business 
infrastructure. 
CAITS2BSO5 Our business infrastructure and IT strategies correspond to each other. 
CAITS2BSO6 Our business infrastructure aligns with our externally focused IT strategies. 
Business Alignment (Adapted from Gerow 2011) 
BA1  Our business processes support our business strategies. 
BA2  We adapt our business strategies to our internal business processes. 
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BA3  Our business strategies and internal business processes match each other. 
BA4 
We identify the fit between our business-related strategic opportunities and our business 
infrastructure. 
BA5 Our business infrastructure and business strategies correspond to each other. 
BA6 Our business infrastructure aligns with our business strategies. 
IT Alignment (Adapted from Gerow 2011) 
ITA1  Our IT processes support our IT strategies. 
ITA2  We adapt our IT strategies to our internal IT processes. 
ITA3 Our IT strategies and internal IT processes match each other. 
ITA4 We identify the fit between our IT-related strategic opportunities and our IT infrastructure. 
ITA5 Our IT infrastructure and IT strategies correspond to each other. 
ITA6 Our IT infrastructure aligns with our IT strategies. 
Financial Performance (Adapted from Croteau and Raymond 2004) 
PERF1 The sales growth position relative to our principal competitors is… 
PERF2 Our executive team's satisfaction with the sales growth rate is… 
PERF3 The market share gains relative to our principal competitors are… 
PERF4 The return on corporate investment position relative to our principal competitors is… 
PERF5 Our executive team's satisfaction with the return on corporate investment is… 
PERF6 Our executive team's satisfaction with return on sales is… 
PERF7 The net profit position relative to our principal competitors is… 
Productivity (Adapted from Bharadwaj, Bharadwaj and Bendoly 2007; Heim and Peng 2010) 
PROD1 Inventory turns (in days) 
PROD2 Operating Margin = [Sales-Cost of Goods Sold]/Sales 
PROD3 On-time ratio = Sales/Backlog 
PROD4 
Labor productivity ratio = Plant sales/labor (where plant sales = sales value of production and 
labor = sum of hourly personnel and salaried personnel) 
PROD5 
Capital productivity ratio = Plant sales/plant size (where plant size = space used by the plant in 
square feet, including production and warehouse space) 
Customer Benefit (Adapted from Heim and Peng 2010) 
CUST1 Our customers are pleased with the products and services we provide for them. 
CUST2 Our customers seem happy with our responsiveness to their problems. 
CUST3 We have a large number of repeat customers. 
CUST4 Customer standards are always met by our plant. 
CUST5 Our customers have been well satisfied with the quality of our products. 
 
SUMMARY 
We propose the 4 unique alignment perspectives and their relationships with firm performance should be tested to 
elucidate the source of the alignment paradox. In this paper, we theorized how these relationships may differ and 
presented a survey to be administered to top executives at medium-to-large firms. 
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